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PREFACE 


This report is but one of several which will be submitted 
to the Royal Commission on the Northern Environment in the 
coming months. In essence, this report attempts to provide a 
serious, albeit severely constrained, analysis of the political 
risk attached to investment in a large number of countries which 
are major mineral producers. In addition, the analysis presents 
some evidence regarding the taxation of the mineral industry in 
a number of Canadian provinces. 

In the process of preparing this report, I have received 
considerable assistance from a number of people. Dr. Hans Strauss, 
Department of Economics, Laurentian University,provided a number 
of tables, advice on mining taxation and encouragement. Mrs. 
Louise Pigeau, Secretary, Department of Political Science, Lauren- 
tian University, did yeoman service in typing and re-typing this 
document. Officials of several major mining companies provided 
information and advice regarding several of the topics dealt with 
by the report. 

Although the contributions of these individuals and others 
were significant, they bear no responsibility for the contents 


of this report. That responsibility is mine. 


RVS 
Sudbury Ontario 
October 1980 
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Introduction: 

In 1978 Rummel and Heenan argued that "despite the value of 
risk analysis, recent surveys indicate that few multinational 
corporations have developed systematic approaches for determining 


1 Louis Kraar 


the political futures of their overseas markets. 
has indicated that the Iranian Revolution, in which U.S. companies 
faced losses totalling one billion dollars, has altered the attitude 
of large investors towards the need for more serious political risk 
analysis.- 

As companies become more sophisticated in their analysis of 
political risks inherent in potential host countries, for many the 
tendency to view "political risk as a particular unwanted event, 
or the probability of a particular unwanted event, rather than as 
the aggregate probability of a whole class of unwanted events"> 
remains. 

This confusion is reflected in efforts to define political 
risk. Franklin Root suggests that "political uncertainty for the 
international manager refers to the possible occurrence of political 
events of any kind...at home or abroad that would cause a class 
of profit potential and/or assets in international business 
operations...When the international manager makes a probability 
judgement of an uncertain political event in a host country, he 
thereby converts a political uncertainty into a political risk.” 
Robock attempts to be more specific in arguing that "political 


risk in international business exists (1) when discontinuities 


occur in the business environment, (2) when they are G2LeLcuLe 
to anticipate and (3) when they result from political change." 
The difficulty with these types of definition is that they 
are too broad. As Haendel, West and Meadow point out, "it is 
difficult ... to accept Robock's implicit contention that all 
unanticipated discontinuities in the business environment that 
result in political change can be considered SDOLLeLoas risks" to 
They define political risk as "the risk ... of occurrence of some 
political event(s) that will change the prospects for the profit- 
ability of a given investments": For the purposes of this report, 
this definition is the one which is used. Its operational 


definition will become more apparent in a later section of the 


report. 


Doing Political Risk Analysis: 


There are basically four approaches used in conducting poli- 
tical risk analysis. These are the "grand tour", consulting the 
expert(s), delphi techniques and quantitative analysis. 

Frequently potential investors conduct preliminary market 
research and then follow up by sending an executive on a fact- 
finding tour. Discussions are held with local leaders, govern- 
ment officials and business men. After what might be a quite 
extended visit, the executive returns home to present his findings 
to senior management. 

This grand tour approach suffers from the selective and 


impressionistic nature of the information gathered by such a 


process and consequently, may more frequently that one would wish 
result in poor investment decisions. Kraar cites an excellent 
example of this process. 

"A few years ago Aris Gloves, a division of 

Consolidated Foods, wanted to spread its risks 

beyond the Philippines, its only manufacturing 

base. In 1976, the company picked a spot that 

its vice-president, James McCorry, says "everyone, 

including the U.S. embassy, described as a happy, 

Sleepy country." This carelessly promised land 

was El Salvador. Within some two years, political 

turmoil hit the Aris plant, with leftist dissidents 

holding its president and about 120 local employees 

as hostages for nine days until the company agreed 

to wage increases that it couldn't afford. Six 

months ago, Aris fled from El Soivedor= 

In an effort to prevent such errors, many companies are 
attempting to acquire expertise. Mobil Oil appointed former U.S. 
Ambassador Christian Herter Jr. as its vice-president for govern- 
mental affairs. Henry Kissinger is a paid advisor to Merck, 
Goldman, Sachs, and Chase Manhattan Bank. 

Some companies have gone so far as to internalise such ex- 
pertise with apparent positive results. Gulf Oi1"s Middle East 
expert, Richard Macken, warned of the Shah's probable fall four 
months in advance. This allowed the company to begin planning to 


cope with the loss of Iranian oil which then amounted to ten percent 


of Gulf's crude supplies. 

The Delphi techniques and the reports which flow from their 
application are becoming increasingly popular. The three most 
common and influential ones are the BERI (Business Environment 
Risk Index), BI (Business International) and the WPRF (World 
Political Risk Forecast) Indices. These indices represent the 
considered judgements of experts in academe, government and 
business regarding political stability and business climates 
for a large number of countries throughout the world. 

Rummel and Heenan argue that “invariably ... the technique 
begins to produce erroneous Gonalusions sc for methodological 
reasons. Although one U.S. corporation risk analyst calls such 


10 here is no question that a 


indices "substitutes for thought," 
large number of corporations feel that indexing is a useful tool. 
Rummel and Heenan argue that “with much the same precision 
that the econometricians apply to the forecast of economic events, 
decision-makers can gauge a nation's political future."*+Haendel, 
West and Meadow take a more conservative approach and argue 
properly, in my opinion, that "the evaluative tools needed to 
estimate socio-political risk are far less developed."+? Even 
if Rummel and Heenan were correct, the time and resource limita- 
tions imposed on this study make it impossible to apply such 
rigorous techniques. 
It is far more appropriate, given these circumstances, to opt 


for the integrated approach which Rummel and Heenan ultimately 


ing . ; : ; 
propose. Friedman agrees. His experience in Zaire convinces 


him that "all sources of information, all known methodologies and 
analytical tools, all feasible judgements based on experience and 


sophisticated intuition"?? are required. 


Methodology 


In view of the constraints indicated above, the methodology is 
not as precise as I would ordinarily prefer. It is, however, 
sufficient to allow us to assess the political risk of our major 
competitors. 

Essentially, the approach used involves three basic steps- 
determination of major competitors, assessment of political 
stability and an analysis of the economic climate. 

In order to determine who our major competitors are, we 


15 This 


examined mine production statistics from 1975 to 1979. 
indicated not only who the major producing countries are, but also 
the procedure did indicate, albeit crudely, some basic production 
trends. 

In the case of the Soviet Bloc countries, Yugoslavia and 
other Communist States, no further analysis has been undertaken, 
This decision is in accord with the Foreign Policy Research Insti- 
tute work on the subject. The researchers there argue that these 
countries should be excluded because "of the low likelihood 
of significant U.S. investment in them in the near future and 
also because of the very different political considerations 


involved in such ivestmentente: 


New Caledonia poses a somewhat different problem. It remains 
a colony of France and as such does not constitute a politically 
sovereign state. Although New Caledonia is a major producer ope 
nickel, because of its political status, it has been excluded from 
the analysis. 

For these reasons, this project concerns itself with twenty- 


three countries. These countries are: 


1) Australia b3)ie Morocco 

2) Brazil 14) Papua-New Guinea 
3) Canada 15) SrPeru 

4) Chile 16) Philippines 

5) Colombia 17)  Rhodesia-Zimbabwe 
6) Dominican Republic 18) South Africa 

7) Ghana 19) Sweden 

S)re “india 20) UGS ING 

9) Indonesia 21) West Germany 

10) Japan 22) Zaire 

Lh Ye hiberia 23) Zambia 


12) Mexico 

The political stability assessment is based on three major 
indicators. These are domestic instability, foreign conflict 
and political climate. By domestic instability we mean tendencies 
toward revolt, coups, and turmoil. By foreign conflict we mean 


the tendency to manifest hostility toward other countries. By 
political climate we mean the tendency of a given state to ideo- 


logical swings in government. 


The economic climate refers to a general evaluation of the 
foreign investment climate. Because of the limitations imposed 
by the study, reference will be made primarily to risk indices 
and other secondary sources which are available. Basically, the 
concern here is with the government's predisposition toward 
economic intervention. 

On the basis of the political stability and economic climate 
assessments a prognosis regarding comparative (dis) advantage 
for each country will be offered. No effort is made to provide 
the misleading accuracy of a statistical probability. Rather, 
the prognosis reflects the subjective judgement of this author 
on the basis of his review of the data. 

Chile is a major producer of copper and silver. 

After Allende was removed from office and the authoritarian 
regime of General Pinochet took over, dramatic improvements in 
the state of the Chilean economy began to take place. Inflation, 
which reached 1,000% in 1973 was reduced to approximately 38% 
if, L979.  Réal GLOWtn Was @.s56 in 1970 andy. 6) Lil, 1919. 

On the negative side of the picture is unemployment. It 
remains at about 12%. The energy crisis, particularly the loss 
of supply form Ecuador and Iran, has forced the country to go 
to the spot-market and this appears to be preventing any signi- 


ficant decrease in inflation in the near future. 


Although the large mines were nationalized in 1971, the cur- 
rent government has attempted to attract foreign invesement.— 

In 1977, the Pinochet government passed new laws which removed 
limits on the remittance of profits and granted foreign investors 
the same rights as local investors. In the past two year, $200 
million in foreign capital has been invested in the Chilean 
mining industry. © Time reported in January 1980, that by the end 
of the 1980's it was expected that $5 billion in new foreign 
capital would be poured into the Chilean economy.” 

This change in the investment climate is one reason why Exxon 
is currently considering a $1.2 billion investment in Chilean 
copper econe ton. Such a move reflects the attractiveness 
of the policy of the Chilean government, announced in 1978, of 
allowing foreign investors to own smaller ore bodies in the country. 

Exxon is hesitating because of what has been described as an 


oe This reflects some of the political 


Nuncertainty --actor... 
and social conditions of the country. 

In terms of its external relations, Chile has not dramatically 
improved its position. In 1978-79 the Beagle Channel dispute with 
Argentina threatened to result in armed hostilities. This was 
averted by the timely mediation efforts of the Vatican. In 
January 1979 Peru expelled Chilean diplomats in Lima. Peru accused 
Chile of attempting to undermine the Peruvian Sees In 1979 
the United Nations Human Rights Commission Report pointed to the 


numerous violations of fundamental human rights which the Pinochet 


government has condoned and carried out in recent years. 


In general terms, however, there does not appear to be any 
serious threat to the stability of the Chilean political system 
from outside its borders. The more important threats appear to 
be internal. | 

One of the most important of these internal forces has been 
the union movement. As a result of a number of politically 
motivated strikes in 1977 and 1978, the government banned the 
mMiners' union on October 19, 1978. The government also extended 
its state of emergency for a further period to September 1980. 
The new labour laws which were promulgated in July of 1979 did 
little to appease the miners. The law allowed miners to strike 
legally for only sixty days. After thirty days of strike, the 
mining company was legally empowered to lockout its workers and 
hire replacements. This law resulted in a costly strike at El 
Teniente, the largest of Chile's copper mines. 

Although there is considerable opposition within the country 
to the government, the Pinochet dictatorship has demonstrated a 
consistent ability to maintain power and control. Unless there 
are some unforeseen developments, it is expected that the country 
will remain relatively stable internally. 

For these reasons, we must conclude that Chile will be an 
attrative investment opportunity in the future. It may be able 
to attract capital which might otherwise have gone into the develop- 
ment of the Canadian mining industry. Chile, clearly, is likely 
to continue to be a serious competitor in the search for invest- 


ment capital. 
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Peru: 

Peru is a major producer of copper, lead, silver and zinc. 

The economic picture insofar as Peru is concerned is not as 
optimistic as that for Chile. Because of the financial difficult- 
ies of the Peruvian government, the IMF approved SDR of 184,000,000 
until December 1980. A special arrangement with foreign creditors 
has been established. Only 10% of the foreign debt due in the 
1979-80 period will be paid immediately. The remaining 90% 
($568,000,000) will be repaid over a seven year period beginning 
ny aes cop 

The major note of optimism in terms of its economy is the 
discovery of additional oil deposits in the late 1970's. This 
has encouraged the Central Bank of Peru to predict a balance of 
payments surplus of $100 million in 1980. 

The experience of the oil industry is revealing for our 
purposes. Occidental Petroleum, a major investor in Peru, was 
affected by new economic laws which were introduced in 1980. Had 
the laws been applied retroactively, Occidental would have faced a 
bill of $110 million in back taxes. As a result of negotiations 
between Occidental and Peruvian officials an agreement was reached 
which gave the country an increased share of the profits realized 
by Occidental's petroleum activities in the country. This reflected 
a general pattern in many developing countries which Sachdev 
described well. He noted that "joint" ventures are increasingly 


ending up in divorce, "*7 


due LZ 


This increasing governmental activity is reflected in the 
mining industry as well. Metal Statistics 1977 reports the nation- 
alization of the Cerro de Pasco mines. At the present time the 
government owns a major share of the mining activities. There is, 
however, a large U.S. consortium which continues to operate a 
number of copper deposits in the country. One would expect that 
the patterns predicted by Sachdev will apply in this economic 
activity in the future. 

Politically, Peru manifests somewhat less stability than Chile. 
Belaunde, who was subjected to a coup by the Peruvian military in 
the mid 1970's has been re-elected President. This pattern of 
election, coup, election is a familiar one in Peru. At the present 
time, however, President Belaunde fails to hold majority support 
in the Peruvian Congress. 

Partly because of a 70% inflation rate, Belaunde is attempting 
to attract foreign investment, particularly from the U.S. American 
reaction this far has been one of skepticism. 

Although there have been few incidents which affect the inte- 
grity of the state, there have been several internal disruptions 
in recent years. Miners' strikes are common examples. The August 
1978 miners' strike led to a state of emergency and the banning 
of strikes in September 1978. January 1979 saw a call for a general 
strike which was only averted when the government lifted consti- 
tutional guarantees of civil liberties. The July 1979 miners' 
strikes resulted in the declaration of a state of emergency and 


the application of repressive measures by the government. 


aac wee 


It may be that Peru possesses significant deposits which 
could be more fully developed. The information indicated above 
suggests that this is likely to be a rather risky investment 
for the foreign investor. On this basis, I would conclude that 
Peru is unlikely to be a major competitor in the search for 


investment capital to develop and/or expand its mining activities. 
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Indonesia: 

Indonesia is a major producer of copper and nickel. 

The situation insofar as Indonesia is concerned is the easiest 
to present because of the consensus of a number of observers. 

In a 1978 study Rummel and Heenan predict that Indonesia faces 
a difficult future. They project greater political instability 
due to internal turmoil than in any period since the 1950's. They 
also claim that the external debt position of the country has 
reached "crisis" proportions and they expect an increase in what 
they describe as "creeping" expropriation. In general, they rate 
the country as a rather high risk for potential investors. 7? 

This conclusion is supported by a number of recent risk indices. 
The BERI rating for Indonesia is 45.5 (high risk). The BI rating 
is 58 (moderately high risk). The WPRF suggests a 31% probability 
of investment losses in the next eighteen months and a 45% pro- 
bability of investment losses in the next five years.*4 

On this basis, it seems clear that rdonedia is not likely to 


be a major competitor in the search for foreign capital for mining 


development in the near future. 
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Zaire: 

Zaire is a major producer of copper. 

This is a country with significant potential. It is also 
a country which poses several risks for the potential investor. 

The economic position of the country is not a pleasant one. 

In November 1978 its debt exceeded $3,000 million. By 1979 the 
Journal of Commerce reported Zaire's debt to be approaching the 
$4 billion mark. Repayment of debt was $600,000 - 700,000 in 
arrears by 1978. The GDP declined by 5% in 1976-77 and inflation 
was running at 64% in 1977. 

This has resulted in a series of devaluations of the national 
currency. A fifty percent devaluation in January 1979 was followed 
shortly thereafter by a further thirty percent devaluation. 

Efforts to aid in economic recovery have not been too success- 
ful. The Journal of Commerce reported on March 26, 1979 that Zaire 
rejected an offer of a $210 million loan by Citibank because it 
would not accept all of the conditions. One of these conditions 
was a requirement that the country not fall behind in the repay- 
ment of current debts. 

In part, this depressing picture results from the political 
instability of the Mobutu government. This instability was best 
reflected by the rebel invasion of Katanga in 1978 which resulted 
in the closing of the mines operating in that area. Many of the 
skilled European managers, technicians and engineers left the 
country and Metal Statistics 79 reports that they had not returned 
by thesendsot 197.9: 

Rebel activity also affects the important Benguela rail system 


which is crucial for the transportation of copper to customers. 
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This rail link was closed in 1975. Although it was officially 
re-opened in 1979, it never really became operational because 
UNITA rebels destroyed thirty-seven miles of it immediately 
after the official re-opening. There are also a number of other 
rebel groups such as MARC and the FNLC which have been raising 
havoc internally. 

Although Gulf has been able to work successfully with the 
Mobutu Government in recent years, I am inclined to support the 
assessment of experts employed by United Technology. > They 
describe Zaire as only marginal and feel that it is not attractive 
for investment purposes at this time. 

On this basis, it seems reasonably clear that Zaire is not 
likely to be a major competitor in the quest for capital investment 


funds in the near future. 
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Zambia: 

Zambia is a major producer of copper. 

Zambia appears to provide rather greater opportunity for 
investment than Zaire. It recently re-elected Kenneth Kaunda, 
President and hosted a Commonwealth Conference. 

Its political problems tend to involve its neighbours. In 
particular, Zambia has played host to Rhodesian guerrilla movements 
in the past and has been hit by pre-emptive strikes by Rhodesian 
forces. Despite the transition in Rhodesia, Zambia maintains its 
position of hostility to the new Zimbabwe eAoaaeia constitution. 

The government owns fifty-one percent of the two big copper 
groups operating in the country. Sachdev expects that there will 
be increased government ownership aa control over time. 7° 

The copper industry is hampered by serious transportation 
difficulties. The Benguela rail system problem has been described 
above. In addition, the port facilities within the country are 
not sufficient to handle current production. These factors help 
to explain why the Zambia Metal Marketing Corporation felt compelled 
to issue a force majeure in 1978 and reduce sales contracts by 
fifteen percent. 

Although Zambian copper deposits are rich and extensive, and 
although Zambia is a rather stable Moan? politically, ‘there’ are 
some.serious problems with the economic and transportation infra- 
structure which reduce the attractiveness of the country insofar 
as investment in mineral development is concerned. Until such 
time as these difficulties can be corrected, Zambia is less likely 
to be a major competitor for foreign capital than she otherwise 


would be. 
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Republic of South Africa: 

South Africa is a major producer of gold, iron ore, nickel 
and platinum. 

If economic indicators alone meant anything, then one would 
have to conclude that South Africa is an excellent place in which 
to invest. Its Minister of Finance has predicted in his 1980 
budget a real growth rate of six percent. In the same document 
the Minister notes that governmental income exceeded predicted 
levels by twenty percent in the predeeding year because of the 
unexpected increase in the price of gold. 

F.T. Haner, the creator of the BERI index comes to very 
different conclusions. He feels that the internal political and 
social conditions which reflect and result from racial discrimina- 
tion policies make the future of South Africa very difficult to 
predict. He rates South Africa as a high risk investment. ?/ 
Although he revises his estimate slightly in his first quarter 
(1980) report, Haner still places South Africa six positions lower 
than Canada in terms of investment risk. 7° 

Even Herman Nickel who argues that there is a case to be made 
for investment in South Africa, agrees that the "U.S. investment is a 
needed force for peaceful change - but its long-term future 
inevitably depends on how much change the Afrikaner government 


n29 Given the recent labour troubles which Ford and other 


allows. 
American firms have experienced in South Africa, and the continuing 
repression of the black population by the South African government, 
the risk appears to be greater than Nickel felt it might be. 


From this perspective, it appears probable that South Africa 


will continue to be viewed as a greater investment risk than Canada. 
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Australia: 

Australia is a major producer of copper, gold, iron ore, 
lead, nickel, platinum and silver. 

Australia continues to be one of Canada's most formidable 
competitors in the search for foreign investment. It is one of 
the most politically stable countries in the world and does not 
suffer from the threat of secession as does Canada. 

The mineral industry is a healthy one in Australia. The 
Sydney Index of minerals and metals increased by sixty-nine percent 
in 1979. The New York Times reported a $17 billion dollar investment 
in the mining industry of the country on January 19. This involved 
five new aluminum smelters, new coal mines and three uranium mine 
developments. On January 16, Prime Minister Ohira of Japan called 
for a growth in co-operation between Japan and Australia in the 
development of Australia's natural resources. 

In 1979, the Financial Times reported that BP was investing 
$1.5 billion to develop, in co-operation with an Australian company, 
copper, uranium and gold deposits in the Roxby Downs area of South 
Australia. 

This impressive record does not contain some of the more 
problematic factors which affect mineral development in Australia. 
In his presidential address to the ANZAAS Congress on 14 May 1980, 
A.H. Parbo indicates that some of these include the lack of large 
Australian mining companies and the imposition of environmental 


protection regulations. 


ee 


Recently, the aborigines called for a halt to all mineral 
exploration for three years on aboriginal lands. They expressed 
particular concern for land which is sacred to them. Thus far, 
the government has expressed little sympathy with this position. 

The government is taking an increasingly interventionist 
role however. New mineral export regulations were introduced in 
1978. They involved government supervision of mineral exporters' 
negotiations regarding pricing, duration and tonnage for minerals 
such as coal, iron ore, bauxite and aluminum. The March 26, 1979 
issue of the Journal of Commerce reported that the government is 
in favour of additional processing of minerals within Australia 
and is actively considering a number of policy options in that 
regard, 

Although the BERI rating places Australia five positions lower 
than Canada,-~ I suspect that Australia will pose a stiff challenge 
to Canada for investment in the mineral industry. This is parti- 
cularly true because of the decline of copper production in Japan 


and the proximity of Australian deposits to the Japanese industrial 


core. 
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The U.S. is a major producer of copper, gold, iron ore, 
lead, silver, platinum and Zinc. 

The U.S. remains one of the most attractive investment areas. 
BERI rates it three positions above Canada. ?* 

The major difficulty involves the depletion of high yield 
reserves. Considerable exploration is likely to be required at 
considerable expense. 

Insofar as the U.S. is concerned, one scenario needs consider- 
ation. If the recent polls hold and if the U.S. economy continues 
in recession, it is probable that Mr. Reagan will become President. 
Traditionally, the Republicans have been more protectionist than 
the Democratics.>> 

The possibility exists, therefore, for a re-introduction of 
DISC type proposals by a Republican President. This would encou- 
rage and provide incentives for U.S. multi-nationals to disvest 
themselves of many foreign activities and increase investment in 
the U.S. In this fashion the availability of U.S. funds for in- 
vestment in Canada might be seriously curtailed. 

Although Canada does possess some resource advantages, I 


suspect that the U.S. will continue to be viewed as a better 


investment risk in the near future. 
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Morocco: 

Morocco is a major producer of lead. 

In 1979 U.S. intelligence reports suggested that King Hassan 
would be overthrown. By February 1980 it was apparent that "the 
intelligence forecast can, for the time being, be Shae e ese ra 

King Hassan, an absolute ruler, has consolidated his position. 
He has re-equipped his army and sent them on the offensive against 
the Algerian-backed Polisario guerillas in an attempt to gain control 
of the Western Sahara. Although he cannot win, King Hassan argued 
that Moroccan sovereignty is not negotiable. It is probable that 
this military cat and mouse game will continue for some time. 
Indeed, Algeria recently blamed Morocco for stirring up Berber 
unrest in Algeria. 

The Moroccan economy is basically unhealthy. The Moroccan 
army continues its action only because of financial aid from Saudi 
Arabia. In 1979 strikes erupted in protest against economic con- 
ditions. 

Of the five indices which provide both Canadian and Moroccan 
rankings, all place Canada in a much more attractive ranking.” 
The Frost and Sullivan forecast assigns a medium level risk of 
political upheaval in Morocco. 

On this basis, it seems reasonable to conclude that Canada 


will continue to be a more attractive area for investment than 


Morocco in the near future. 


% 
MINE 
PRODUCTION 


TABLE 29 


PERCENTAGE WORLD MINE 


PRODUCTION - LEAD 


MOROCCO 


L975 TOTS UOT 


YEAR 


19178 


LOS 


50 


eee a ai 


Ghana: 

Ghana is a major producer of gold. 

During the spring and summer of 1979 Ghana was hit by four 
months of violent military revolution. The Economist described 
this as one of "the succession of coups that has marked Ghana's 
short history as an independent nation", 36 

The new President, Mr. Lemann, is faced with an abysmal econo- 
Mic situation. Although gold prices are rising, Ghana's production 
was 20% down from its 1978 levels. "Cocoa, the mainstay of the 
economy is not expected to yield spectacular increases in production 
despite the recent long-overdue 50% increase in the price paid to 
the farmer.">/ 

Two months earlier, the Economist hinted at an ecological 
disaster which might result if farmers continued to cut down cocoa 
trees and forests in order to plant subsistence crops. If such a 
pattern were to continue, "within 10 years some of Ghana's most 
productive agricultural land could become a dense red clay, good 
only for making bricks." 7° 

Only one of the risk indices provides rankings for both Canada 
and Ghana.>” The Japanese rank Canada 57 places above Ghana. 

Given the history of political instability and the weakness 


of its economy, Ghana is unlikely to be viewed as a more attractive 


investment opportunity than Canada. 


TABLE 30 


PERCENTAGE WORLD MINE 


PRODUCTION - GOLD 


GHANA 


% 
MINE 10 
PRODUCTION 


Tes) L976 Eo 7 B age AF fee} oe yA) 


YEAR 


52 


See 


Brazil: 

Brazil is a major producer of iron ore. 

In the past Brazil has been viewed as one of the most secure 
investment locations in South America. This was partly due to the 
strong economic growth from 1964 onwards. The Economist reported 
that GNP "trebled since v9.64. 109 

Unfortunately, President Figueiredo, who assumed office on 
March 15, 1979, now faces a much less optimistic economic future. 

The Banker reports an inflation rate of 77% in 1979.2 The trade 
deficit for 1979 amounts to over $2 billion and Brazilian currency 
has been devalued by 93% in the same year. 

Although President Figueiredo announced his desire to move 
towards democracy, most observors feel that this will be a rather 
slow process. Internal opposition in the form of urban guerilla movements 
has not been too widespread. Although strikes by dockworkers and 
metalworkers earlier this year involved some violence, the govern- 
ment intervened quickly with troops to end the disputes. 

The Economist Survey does suggest that a credit squeeze 
policy as part of an inflation-fighting economic policy could bring 
on "explosive" reaction from trade unions. The same report also 
notes that Brazil's relations with both Argentina and the U.S. are 
worsening. “7 

Insofar as foreign investment is concerned, aes Brazilian 
government appears to be moving in a more interventionist direction. 
On October 1, 1979, new rules were introduced to prevent multination- 


als from developing dominance in the manufacturing sector. Increa- 


singly, joint ventures have become the preferred mechanism for 


etenas ah 


investment. The Financial Times reported on August 3, 1979, that 
Spain and Brazil had agreed to jointly develop the production of 
iron ore pellets in Brazil. 

All five of the risk indices summarised in Appendix B indicate 
less confidence in Brazil than in Canada. In addition, the Insti- 
tutional Investor Rankings show a drop in rank for Brazil of 10 
plates from 197s tOerosUe 

On this basis, it would appear that Canada will continue to 


be a more attractive investment than Brazil for the foreseeable 


future. 
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The Philippines: 


The Philippines is a major producer of nickel and gold. 

The current political situation in the Philippines is not a 
good one. One Hong Kong banker states that "in terms of the 
political and social situation, the Philippines is the most 
volatile country in south east Asia."*4 

This statement is supported by evidence of increased violence 
inside the country in 1980. The bribery and intimidation tactics 
used by President Marcos during the January 1980 local elections, 
were condemned strongly by opponents. In February, four opposi- 
tion political groups united to attempt to overthrow President 
Marcos and his martial law rule. Moslem guerillas were active 
in Mindanao cities and were responsible for several bombings and 
killings in the area in February and March. The government arrested 
a large number of freedom marchers on July 4, 1980. In October an 
international travel agents' conference in Manila was bombed by 
LeLrrorisets. 

The economic picture is not much more reassuring. The Banker 
reports that external debt has reached $9 billion by 1979 and that 
inflation was reaching levels of 16-17% by the end of eye A 
Union Bank survey which was released on February 12, 1980, indi- 
cates that a worker in Manila would have to work for 500 hours to 


purchase the same goods as those purchased by a worker in Chicago 


after 82 working hours. 
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The five indices which report on both Canada and the Philip- 
pines all agree that the Philippines is a less secure investment 
area than Canada. The Frost and Sullivan risk forecast describes 
the Philippines as a high risk country. *® 

Given this evidence, it appears to be logical to conclude 


that the Philippines will not be a major competitor of Canada 


in the search for investment capital in the near future. 
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Rhodesia (Zimbabwe) : 

Rhodesia is a major producer of nickel and gold. 

The success ae oe. Robert Mugabe in achieving majority sup- 
port augurs well for the future of the country. Despite this, no 
clear consensus has emerged about the probable future of the country 
in recent discussions of the subject. 

Politically, a number of questions remain unresolved. Mr. 
Nkomo, a senior member of the new cabinet, has expressed increased 
dissatisfaction with his influence in the new government. [In 
addition, it is possible that the left wing of the ruling party 
may re-assert itself in the future. Indeed, on July 23, 1980, the 
government declared a state of emergency to last for six months 
because of the activities of dissident armed guerillas in the 
countryside. 

Although the country has a reasonably well developed infra- 
structure and an efficient administration, the economy suffered 
drastically from the ravages of war. Enormous amounts of capital 
will be needed to rebuild and this has not been forthcoming. The 
U.S. has promised $15 million in aid. The U.K. has developed an 
aid package of $165 million over the 1981-1983 period. The Banker 
suggests that $1.5 billion is needed if "Zimbabwe is going to 
resettle the people displaced by the war, rebuild ies rural infra— 
structures and schools and provide irrigated land for settlement 


and hope to remain politically stable."*/ 
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On March 4, Mr. Mugabe indicated that his government was not 
going to interfere with private property, whether it be farms or 
whether it be the mining sector or the industrial sector. Basil 
Caplan expects that "in practice, pressures from radical sectors 
may well prod the government into taking equity stakes in some 
sectors such as the mining industry and in banking."*8 

Only the Institutional Investor rankings provide a basis of 
comparison between Canada and Rhodesia. In 1979 Canada is ranked 
78 places ahead of Rhodesia. In 1980 Canada is ranked 75 places 
ahead of Rhodesia. *” 

My own feeling is that there is so much uncertainty about 
possible developments in Rhodesia in the near future amongst 


potential investors, that they will not be likely to make any 


long-term commitments until future directions become more clear. 
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Liberia: 

Liberia is a major producer of iron ore. 

Over the last two years, internal political upheavals have 
severely reduced the attractiveness of Liberia to potential in- 
vestors. In April 1979, there were several riots in the capital, 
Monrovia, which were caused by rising food prices. President 
Tolbert called for assistance from neighbouring Guinea. These 
troops were able to quell the rioting. When university students 
began rioting a short time later, the President responded by 
shutting down the universities. | 

In April, 1980 Samuel Doe led a coup and replaced Tolbert as 
President. Members of the old government were tried and executed. 
By April 25, President Doe had suspended the constitution and the 
execution of opponents continued. 

The former Vice-President of Liberia fled the country in 
April 1980. He has begun the creation of a guerilla movement in 
the Ivory Coast and intends to step up military action against the 
Doe regime. . 

Although President Doe has indicated that the new government 
encourages foreign investment and respects free enterprise and 
private property, the Economist notes that "foreign investors 
have been assured that they are welcome to remain, so long as they 
do not disregard the 'principle of fair Stace 

Of the three indices of country risk which provide both Cana- 
dian and Liberian rankings, all place Liberia considerably lower 


in Pane oe 
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On this basis it would appear that Liberia is unlikely to be 


a major competitor of Canada in the search for investment capital. 
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Sweden: 

Sweden is a major producer of iron ore, silver and zinc. 

Sweden is one of the most politically stable countries in 
the world. In recent years it has experienced a transition from 
a democratic socialist government to a liberal democratic coalition 
government. In terms of foreign policy, Sweden pursues a non- 
aligned course and her territorial integrity is not threatened by 
outsiders. 

From an economic perspective, the image of Sweden is more 
mixed. On the one hand the country appears to be quite wealthy. 
A Union Bank (Zurich) report indicates that in terms of GNP per 
capita in 1978, Sweden ranked fourth in the world-four steps ahead 
of the U.S.A. On the other hand, many economists are pointing 
to weaknesses in the Swedish economy. The budget for the 1981 
fiscal year, for example, projects a deficit of $13.4 billion. 

The Economist indicates four major areas of concern: 

The country's reputation for quality (which used to 

help sustain high wages) is now matched or nearly 

matched, by other countries. 

Real rates of investment have dropped. 

Productivity growth has been falling since the mid- 

1960s. 

Experiments in improved working conditions have failed 

to stop excessive absenteeism, now running at 20% 

in many companies. 

Over 40% of exports are accounted for by forest 

products, shipbuilding, steel and textiles, 

industries in which it is hard for Sweden's high- 


wage IGS. to compete with newly industrialised 
countries.>? 
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The Swedes hope that by concentrating their efforts on high 
technology, they can improve their economic outlook. 

One important fact of life in the Swedish economy is the 
influence of unions. In the 1970's there has developed "an overt 


“23 In policy terms this 


polarisation between employers and unions. 
is reflected in the co-determination law which went into effect in 
1977 and which requires that company decisions be discussed with 
the labour force at the local level before implementation. More 
recently, in terms of industrial relations, the union influence has 
been felt during a strike of some 926,000 workers during several 
weeks in the spring of 1980. 

One of the 5 indices which provide comparative rankings fox 
Canada and Sweden, only one, the Euromoney 1980 survey, gives 
Sweden a higher ranking than Cansei 

Although Canada may be somewhat more attractive to potential 


investors, it is probable that Sweden will continue to be a strong 


competitor in the search for mineral development investment funds. 
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West Germany: 


West Germany is a major producer of ZING, 

The recent re-election of the coalition government headed by 
Chancellor Schmidt demonstrates the political stability which has 
characterised political life in this country for the last 30 years. 
Although the activities of a number of terrorists attract strong 
attention quite frequently, such groups do not pose a serious 
challenge to the integrity of the current political system. 

In terms of external threats, the irritation of a divided 
Germany and the possibility of expansionist efforts by the Warsaw 
Pact powers continue to be of concern to West German policy-makers. 
It is highly improbable, however, that the integrity of the Federal 
Republic will be seriously challenged in the foreseeable future. 
Germany continues to concentrate on economic development and not 
on foreign adventures like Indochina, Suez or Viet Nam. 

The success of the post-war economy of West Germany has been 
very well described in a recent article in the prestigious Dun's 
Reweweer This success is reflected in the indices cited in 
Appendix B. In every case for which there are both Canadian and 
West German rankings, the West German ratings are better. 

Despite this pattern, it is highly improbable that West 
Germany will attract a great deal of mineral development investment. 
The major reason for this conclusion is that most of the ore bodies 
in the country have probably been found some time ago and have 


been developed already. One indicator of this is the current 


ae: 


level of West German investment in mineral development in other 
parts of the eee Canada should be looking to West Germany 
as a source of investment and not as a competitor for investment 


in the near future. 
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Mexico: 

Mexico is a major producer of lead, silver and zinc. 

Mexico continues to demonstrate a high degree of political 
stability. President Echeverria has been replaced by President 
Lopez Portillo and there is no reason to assume that the transfer 
of power to his successor will be anything other than peaceful. 

In addition, there does not appear to be any serious internal or 
external force which threatens the integrity of the state and its 
existing constitution. 

Because of its extensive reserves of oil, now estimated at 
50 billion barrels, Mexico's economy is becoming increasingly 
dependent on this valuable resource. Mexico plans on using its 
new economic clout to diversify and upgrade its economy. France, 
West Germany, Sweden, Japan, Canada and the U.S. have expressed 
interest in joint ventures. 

The June 1, 1979 issue of the Latin America Economic Report 
indicated a protectionist approach on the part of the Mexican 
government. Foreign investment in high technology and/or labour 
intensive industry would be welcomed. The 1973 law which required 
that 51% of all companies' stock be sold into Mexican Lands conti- 
nued to be a major part of the Mexican government's policy towards 
multinational corporation investment in the country. Despite this 
protectionism the June 13, 1980 Latin American Weekly Report pre- 
dicted that there would be more than $1 billion of direct U.S. 


investment in Mexico during 1980. 
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Despite this investment, not all of Mexico's economy is so 
healthy. Unemployment is high. Inflation is a major concern. 
"Non-oil exports are stagnating.">° Mexico continues to refuse to 
join the General Agreement on Tariffs and Trade (Gatt). 

This basic economic weakness and the protectionist policies 
of the government are reflected in the risk evaluations. In all 
five of the rankings for which Canadian and Mexican ratings appear, 
Canada is more highly placed than is Mexico.” 

It appears that although Mexico may have considerable attract- 
iveness and influence because of its oil resources, investors still 
feel that Canada continues to be a more secure place in which to 


invest. 
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Colombia: 

Colombia is a major producer of platinum. 

The political situation within Colombia in recent years has 
not been an enviable one. In 1976 the government imposed a state 
of siege because of widespread strikes and rioting. The efforts 
by the 4 major trade unions to call a general strike in 1977 
produced the worst violence within the country since the avil war. 

This internal instability has been highlighted by frequent 
politically motivated kidnappings. In 1978 over 100 of these 
actions by urban guerilla movements were reported. Although the 
number declined to 30 in 1979, the recent hostage-taking by 
M-19 guerillas in the Dominican Embassy demonstrated that the 
tough security laws had failed to deal effectively with the pro- 
blem. 

Although President Turbay's Liberal Party received consider- 
able support in the March 1980 elections, the extent of the inter- 
nal strife was clearly presented by the President in a televised 
speech in April. In his speech the President requested an 
estimated 2,000 guerillas to lay down their arms, so that the 
government could concentrate on economic development and social 
reform. Unfortunately, there has been little evidence to suggest 
that this kind of political instability is likely to change in 


the near future. 


Some of this strife is reflected in the state of the Colombian 
economy. Although the annual rate of growth in GDP from 1966 to 
1976 averaged 6.2% and the 1978 growth rate was 7.9%, inflation 
continues to be relatively high. Unions have responded by 
demanding increased wages and costly and violent strikes have be- 
come a fact of life in Colombia. 

This atmosphere of uncertainty is reflected in the country 
risk analyses. Of the five indices which provide Canadian and 
Colombian rankings, all rank Colombia considerably lower than 
Canada. The Frost and Sullivan forecast assigns a medium level 
probability of major political change in the near future. °° 

In view of this, it is highly unlikely that Colombia will 


be a major competitor of Canada in the search for foreign in- 


vestment capital. 
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Papua-New Guinea: 


Papua-New Guinea is a major producer of gold. 

Papua-New Guinea achieved full independence in 1975. Since 
that time it has faced both internal and external political 
problems. 

Internally, there have been three difficult problems. One 
part of the country, the Highlands, feels mistreated by the national 
govenment. The development and implementation of economic plans 


Bl In addition, tribal fighting has 


continues to be a failure. 
broken out a number of times and because of this a state of emer- 
gency from July to December 1979 was declared. As a result of 
these types of problems, Dr. Chan's Peoples Progress Party re- 
placed the United Party headed by Mr. Soames on March 11, 1980. 

In the past there has also been some strife with Indonesia 
regarding the border of the two countries. A border treaty 
between Papua-New Guinea and Indonesia was signed in December 
1979 and it should reduce the level of tension between the two 
countries. 

The economy is highly dependent on external aid. About 45% 
of government revenue comes in the form of direct grants from 
Australia. Partly because of this, about 50% of all imports 


come from Australia. A high percentage of Papua-New Guinea's 


exports are bought by Japan. 
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Although a recent trade pact has opened New Zealand and 
Australian markets to Papua and New Guinea, Barnett remains 
pessimistic. He claims that the tax base will continue to 
decline and he argues that the "dependence on Australian finan- 
cing and the relatively low levels and geographicaly localised 
nature of internal funding, "°? pose severe obstacles for future 
economic development. 

Although the Euromoney 1980 index ranked Papua-New Guinea 
slightly higher than Canada, the evidence cited above leads to 


a2 Although there may be 


a somewhat more cautious conclusion. 
investment opportunities in Papua-New Guinea, the long-term 
perspective suggests that Canada is likely to be viewed as a 
more secure investment area than Papua-New Guinea. The recent 
approval to develop the O.K. Tedi copper-gold deposits should 
alert us to the fact that very real investment opportunities in 


the mining sector may exist in the near future and these may 


provide an incentive for foreign investment. 
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India is a major producer of iron ore. 

The re-emergence of Ms Gandhi as Prime Minister in 1980 
reflected the economic and political upheavals which have been 
common to Indian life in recent years. 

Internally, there is considerable unrest. Rioting in Assam 
has resulted in at least 80 deaths since September of 1979. 
Troops were called out in April 1980 to quell disturbances, but 
the violence and civil disobedience continued well into June. 

As early as February, 1980, Mrs. Gandhi imposed Presidential 
rule in nine states controlled by opposition parties. The 
Financial Times argued that this unrest was the result of strong 
antagonism to the central government. 

In addition labour problems reflect the high inflation 
rates. Millions of man days in the Oil, transportation and 
power industries were lost because of labour unrest. The 
Economist predicts that Ms Gandhi will face real problems in 
attempting to control “rival" unions. °4 

Other economic indicators provided little basis for optimism. 
The 1979 budget imposed higher taxes and called for a record 
deficit of $1.65 billion for 1979-80. Real GNP is expected to 
fall by 3-5% in 1980. In addition "the largely unprofitable 
public sector has’ three quarters of all investment in industry: 
many of the funds come from heavy taxes which have crippled indi- 
vidual enterprise, "°° In addition, it appears that the Foreign 
Exchange Relation Act is likely to be applied more stringently. 


This forces many foreign companies operating in India to reduce 
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their equity position to 40%.°° 


There have been some rather more optimistic developments 
regarding the mining and mineral processing industries in India 
in recent years. A Soviet-India agreement in 1979 called for 
an expansion of existing steel mills and the contruction of new 
steel plants. A France-India agreement, which was approved in 
1980, provided for French assistance in the development of India's 
coal resources. It also proposed the construction of a 700,000 
metric ton alumina plant in Orissa State. 

Despite these developments, the future does not seem to 
provide for rapid improvements in the state of India's political 
and economic life. Two of the three indices place Canada consi- 
derable ahead of India and these two, in my opinion, reflect the 
advantageous position whicn Canada is likely to enjoy for the 


next several years! °! 
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Japan: 

Japan is a major producer of platinum, silver and zinc. 

The recent success of Mr. Suzuki in leading his Liberal 
Democratic Party back into power on July 17, 1980 indicates the 
political stability of the country. 

Although inflation continues to be a serious concern to the 
Japanese government and its trade surpluses are criticised by 
its major trading partners, most observors express confidence 
about Japan's future. Tracy Dahlby expects that "the Japanese 
are sure to prove to be more resilient than most in meeting 
competitive challenge. "°° Even Herman Kahn predicts continued 
growth of at least 6.7% in the Japanese economy. °? 

This is reflected in the risk indices. All three of the 
ratings which provide Japanese and Canadian assessments rank 
Japan above Canada. ’° 

This should not concern us greatly because Japan is basically 
a resource poor country. Indeed Dahlby points out that "Japan 
remains overwhelmingly committed to the export of manufactured 
goods to pay for its overseas purchases of primary materials..."/+ 
An examination of production statistics provided by Dr. H. Strauss, 
Department of Economics, Laurentian University, indicates a pattern of 
stabilisation and declining production by Japanese.mines. Increa- 


singly Japan appears to be becoming more dependent on foreign 


minerals. 
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In essence, the situation regarding Japan is similar to the 
one involving West Germany. In terms of investment in mineral 
development, Japan is more likely to be making investments in 


foreign countries rather than attempting to attract it. 
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Dominican Republic: 


The Dominican Republic is a major producer of nickel and gold. 

The recent political history of the Dominican Republic has 
been a stormy one. In 1973 a state of emergency was declared 
when guerilla forces landed inside the country. This experience 
repeated itself in 1975. President Guzmm, who assumed office 
in 1978, declared a political amnesty in September 1979. Unfor- 
tunately, the government's response to its growing economic 
difficulties exacerbated the internal political situation and 
violence erupted in May of 1980. The threat of a general strike 
prompted the government to arrest a number of union leaders in 
June and many union leaders went into hiding and indicated sup- 
port for a variety of opposition groups. 

In the past two years, the economy of the country has 
weakened. The budget deficit in 1979 was $345 million and con- 
tinued to increase into 1980. The government's freeze on public 
employee wages and increased charges for electricity, oil and 
gas provoked the unions and employees. 

On May 28, 1980, the Governor of the Central Bank resigned. 
He argued that the Bank was printing new money to cover the bud- 
getary shortfall and that, in his opinion, this was a policy which 
he could not support. 

In an effort to improve its economic outlook, the Dominican 
Republic is actively searching for foreign investment. It has 
established three free zones where assembly operations are con- 


ducted with Government incentives. 
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In the field of mineral development, however, the Dominican 
Republic is not so encouraging. "In actuality, there exists a 
series of areas which are reserved for national investment, such 
as public utilities ..., mines and hydrocarbons ... ae eligi 
addition, the normally generous Foreign Investment Law does not 
apply to the mining sector of economy and a much more complex 
set of mining laws create some confusion. 

The risk indices confirm the impression indicated previously. 
The Dominican Republic is consistently ranked much lower than 
Canada. Frost and Sullivan forecast a medium level risk of large 
scale political change. /? 

On this basis, it would appear that Canada has relatively 


little to fear from the Dominican Republic in terms of investment 


attractiveness. 
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Canada: 

Canada is a major producer of copper, gold, iron ore, lead, 
nickel, platinum, silver, and Zinc? 

Canada's image in terms of its attractiveness is a good 
one. The preceeding analysis indicates that although we can 
expect serious competition from some countries such as Australia 
and the United States, we should be able to attract investment 
for mineral development as long as a reasonable economic return 
can be expected by the investor. 

The risk indices suggest that much of the available expertise 
considers Canada to be a place in which reasonable return on in- 
vestment can be expected. The Japanese survey ranks only one 
of our major competitors, the U.S.A., ahead of Canada. The same 
is true for the Institutional Investor rankings and the BERI 
tdexs |= 

In the future, Canada must continue to maintain and promote 
its image as a good place in which to invest. At the same time 
some serious thought should be given to certain aspects of fede- 
ral policy. The most controversial of these is the activity OF 
the Export Development Corporation and its loans to assist mining 
development in foreign countries. The most recent example of 
this involves the Cerro Colorado deposit in Panama, 

This issue continues to be an important and vexing one. 
Although both sides of the argument can present effective posi- 


tions, there is one crucial question which must be carefully 
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dealt with by decision-makers while deliberating on this type 
of situation in future. If such activity poses a threat to the 
viability and competitiveness of the Canadian mining industry, 
is there some compelling reason for the Canadian government to 
subsidise foreign mining developments? If the answer to such 
a question is negative or only partially positive, then it might 
well be in our best interest to abstain from such activity.’ 

Even though this general conclusion of Canada's investment 
attractiveness may be correct, it does not apply, necessarily, 
to the position of Ontario. The recent constitutional discus- 
sions, the October 1980 federal budget and the reaction of Mr. 
Miller to the federal budget all indicate the tremendous regional 
variation involved in the Canadian economy. The question which 
follows from this is: is Ontario as attractive a location in 
which to invest as other parts of the country? 

Tables 60 to 67 indicate that Ontario's share of total 
Canadian mineral production of copper, gold, iron ore, nickel 
and zinc has been and continues to decline. Ontario's share of 
Canadian lead production fluctuates from year to year over time. 
In the case of silver, fluctuation is also apparent, but a down- 
ward trend from the peak year of 1969 is obvious. Only in the 
case of platinum do the tables indicate an improvement in Onta- 
rio's status. The Tables also indicate that New Brunswick, 
Quebec, Ontario, Manitoba, and British Columbia, are the pro- 


vinces in which the relevant mineral production is greatest. 
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In terms of the question raised above, a revision is in order. 
Is Ontario as attractive a mineral development investment loca- 
tion as these five other provinces? 

To provide a thorough response to such a question would 
require a major study and the investigation of a number of fac- 
tors such as transportation, energy, labour supply and other 
important elements. In part, some of these issues may be 
addressed in other reports. The issue of taxation of mining 
properties is one which deserves particular attention. Because 
this issue is not addressed in any of the other technical 
reports, I have felt obliged to discuss it in this presentation. 
Mining Taxation: 

The simplest method by which a comparison can be made is 
to use the example provided by Price, Waterhouse in Canadian 


Mining Taxation. Thebrsecalculationseindicatenthat on, $3,000 


of revenue the following amounts would be paid in mining eaxese ° 
Ontario $187 
Manitoba $168 
Quebec $177 


British Columbia $156 
Unfortunately the Price Waterhouse example is not applied 
to New Brunswick and thus no conclusion can be drawn insofar as 


mining taxation in that province is concerned. 


ous thd] 


What is immediately apparent is that the mining tax levy 
for Ontario is higher than that of any of the three other pro- 
vinces. If an investor used mining taxation levels as a basis 
for his investment and if all other conditions were equal, then 
clearly, Ontario would be a less attractive investment location 
than Manitoba, Quebec or British Columbia. 

Fortunately for Ontario, mining taxes are not the only 
taxes paid by mining companies which operate in Canada. A 
second Price Waterhouse calculation demonstrates the effect of 
provincial income tax rates, provincial mining tax rates, and 
federal income tax rates on a hypothetical new mine over a ten 
year period with an accounting income of $10,000. 


In summary form, the results are as follows: 


Ontario: 
$ % of accounting income 
federal income tax 210 10 20270 
Ontario income tax 867 8.67 
Ontario mining tax 107.9 16.79 
4,616 46.16 
Quebec: 
$ % of accounting income 
federal income tax 2 ONO 20270 
Quebec income tax 690 6.90 
Quebec mining tax slay poy 8) as 1.0 
A 50 45.30 


British Columbia: 


$ % of accounting income 


federal income tax ZOO PAC GAD) 
B.C. income tax gaat: Bi) is 13 
BEC. mining stax 1700 L560 


4,943 49.43 


bepey 2B) 


Manitoba: 
i) % of accounting income 
federal income tax 2,070 20st) O 
Manitoba income tax 863 8.63 
Manitoba mining 
royalty taxes 1,680 Omco 
4,613 46.13 


This example leads to somewhat different conclusions than 
those of the previous example. In this case, if our investor 
used federal and provincial taxes as a basis for his investment 
decision and if all other conditions were equal, then clearly, 
he would invest in Quebec before Ontario. 

What these examples show is that in comparison with three 
other mineral producing provinces, Ontario's tax system gives 
it an advantage over only one-British Colombia. If the Ontario 
government wishes to attract mining investment to the province 
and if it wishes to use provincial taxation as a means of attract- 
ing such investment, then the government is going to have to 
reduce its taxation levels. If the Ontario government were to 
establish the type of mining taxation rates applied in British 
Columbia, it might improve its investment attractiveness consider- 
ably 
In more general terms it must be stated that Ontario 
political history has been very stable over the past few decades. 
Historically, Ontario has maintained a strong economy. Although 
the current energy issues of supply and price are of particular 
concern to the province, it should be emphasized that there is 
no obvious reason to assume that Ontario will not continue to 
be an attractive investment location. In terms of the mining 


industry, however, some changes in provincial mining taxation 


wes Lig 


might make it even more attractive to investors. 
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718s 4 must be noted that this conclusion applies only under 
the certibus paribus assumption indicated in the text and only 
if the government wished to use the tax system as a means of 
encouraging additional investment in mineral development. 


APPENDIX A 
Percentage World Mine 
Production By Country 


For Eight Minerals 
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TABLE A-1l 


PERCENTAGE WORLD MINE PRODUCTION 


LEAD 1975-1979 


COUNTRY 1975 1976 1977 1978 1979 
AUSTRALIA 10.8 14 gy) 3 riggs 12/50 
BULGARIA 520 3.2 Sie) oh) oh 6) 
CANADA 9.8 7.4 7.9 9.1 8.8 
CHINA 3.9 4.0 Ane 4.3 4.2 
MEXICO 5.0 5.8 4.6 4.8 4.8 
MOROCCO 2.0 1.9 3.0 Seva and 
NORTH KOREA aa 2 sll 3.0 2.9 
PERU 5 0 5 22 Bi: Bid Be 
USSR 16.8 Laee2 Aye: 17.0 ited 
Wes: 15.8 15.8 1520 15.0 4e5 
YUGOSLAVIA 3.6 355 Siu B26 3.6 


Source: Derived from: American Bureau of Metal Statistics, 
Non-Ferrous Metal Data 1979 (New York: ABMS, 1980), p.45 
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TABLE A-2 
PERCENTAGE WORLD MINE PRODUCTION 


ZINC 1975-1979 


COUNTRY 1975 1976 1977 1978 1979 
CANADA Lise 16.4 1629 ee 18.4 
CHINA aind 23 2.4 2.4 2.4 
JAPAN 4.3 4.4 4.4 4.5 4.0 
MEXICO oc 4.5 4.2 4.2 342 
NORTH KOREA Ze Ze 2.4 2.4 2.4 
PERU 6 #2 7 36 1<6 7.4 dee. 
POLAND 35.2 3)..0 So Sey: Sino 
SWEDEN 9 ome ES) Zar 2a0) 
USSR 17.4 ienG 16.9 16.7 16.6 
US Tide Juans 6:00 4.9 4.2 
WEST GERMANY aso 2.4 oes aeO 20) 
Source: Derived from: 


American Bureau of Metal Statistics, 
Non-Ferrous Metal Data 1979. (New York: ABMS, 1980), p.67. 
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TABLE A-3 


PERCENTAGE WORLD MINE PRODUCTION 


PLATINUM 1975-1979 


COUNTRY 1975 1976 1977 1978 1979 
AUSTRALIA 0.03 0.03 0.03 0.2 0.2 
CANADA 7.0 7.0 Tea 5.5 2.8 
COLOMBIA 0.4 0.3 0.3 Ons 0.3 
JAPAN 0.4 On5 0.6 0.6 0.6 
SOUTH AFRICA 45.5 45.3 45.6 45.2 48.1 
USSR 46.4 46.9 46.1 48.2 48.1 
Use 0.4 De 0.08 0.2 onal 
YUGOSLAVIA ar oo 0.09 07.02 0.09 


Source: Derived from: 
American Bureau of Metal Statistics, 
Non-Ferrous Metal Data, 1979. (New York: ABMS, LO RZON Oe L235 


COUNTRY 
AUSTRALIA 
CANADA 
CUBA 
DOMINICAN REPUBLIC 
INDONESIA 
NEW CALEDONIA 
PHILIPPINES 
RHODESIA 
SOUTH AFRICA 


USSR 


cos aaa 


TABLE A-4 


PERCENTAGE WORLD MINE PRODUCTION 


NICKEL »1975-1979 


1975 1976 1977 1978 1979 
9.4 ea Tere 12.8 10.8 
30.0 29.4 30.5 20.2 19.5 
4.6 4.5 4.8 5.8 5.5 
3.4 3.0 a2 203 3.7 
oe Bs 1.8 5.0 5.3 
16.6 14.5 a2 9.3 10.9 
lee Deets DAD) 4.9 5.4 
ie 270 2a is Ded 
2.6 oe or0 3.5 pe) 
18.9 19.5 Tag. 2350 22.6 


Source: Derived from: American Bureau of Metal Statistics, 
Non-Ferrous Metal Data 1979. (New York: ABMS,.1980), p.122. 


COUNTRY 
AUSTRALIA 
CANADA 
DOMINICAN REPUBLIC 
GHANA 
PAPUA-NEW GUINEA 
PHILIPPINES 
SOUTH AFRICA 
RHODESIA 
USSR 


UCo: 


PERCENTAGE WORLD MINE PRODUCTION 


GOLD” 1975-1979 


ue ple) 
1.4 


TABLE A-5 


1976 
ies 
4.4 


isa 


ale oO 


1978 aeemewo79 
ike! 2 barges 
4.5 ys 
0.9 a 
Heyes 4 Bra rage) 
a0 ssa 
LES) 1.4 

SAAS) Soe 
36 i kts 

20.5 Pg Ra) 
Peg Page 


Source: Derived from: American Bureau of Metal Statistics, 
Non-Ferrous Metal Data 1979. 


(New York: 


REMS LI SO)4 (Ps 09. 


COUNTRY 
AUSTRALIA 
CANADA 
CHILE 
JAPAN 
MEXICO 
PERU 
POLAND 
SWEDEN 
USSR 


Uo. 


Source: 


TABLE A-6 


PERCENTAGE WORLD MINE PRODUCTION 


SILVER 1975-1979 


wo bye; = sgme 1978. 
y hPa’ 8.0 B Af as 
130M ISS A a2 tS Pio 
Papal 2.4 7 apis) 2.4 
2.9 3.30 2.9 250 
R225 3.25 b3 29 14.8 
b2 34 LLs4 a Ae a 10.8 
4.9 oe a Osi 6.4 
L135 1Lé5 Le6 PS 
14.2 14.0 £353 35.4 
i125 L089 digs Lies 


Pe 


Derived from: American Bureau of Metal Statistics, 


Non-Ferrous Metal Data 1979. (New York: 


ABMS, 


1980), p.100 
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TABLE A-7 


PERCENTAGE WORLD MINE PRODUCTION 


IRON ORE 1975-1978 


COUNTRY 1975 1976 1977 1978 
AUSTRALIA LOn9 10.4 sb Ln 
BRAZIL 10:20 10,15 LO:e2 Om 
CANADA Doe 6.25 6.6 Swe) 
CHINA fe oe W435 726 AS) 
INDIA 4.6 4.9 B20 4.9 
LIBERIA aut Zit Zea rise b 
SOUTH AFRICA 1.4 L238 By all aS 
SWEDEN 345 3.4 BU Pati 
USSR 2558 26.6 2758 Pe Mes, 
Unsisis 8.2 ORAL 6.6 9.4 
Source: Derived from: American Metal Market, 


Metal Statistics 1979(New York: Fairchild Publications, 
IES) ReD e/a eieseial 
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TABLE A-8 


PERCENTAGE WORLD MINE PRODUCTION 


COPPER 1975-1979 


COUNTRY 1975 1976 1977 1978 1979 
AUSTRALIA 3.0 2-0 229 2.8 2.9 
CANADA L0'.0 TAS, o255 8.4 Sa 
CHILE ube Be 12.6 sve Oe Le Hse: 
INDONESIA 0.9 0.9 0.8 0.8 0.8 
PERU 2a 2.8 433 4.7 Sal 
POLAND Bue 3.4 3.6 od 4.1 
USSR 14.9 ee 3 27 14.4 14.4 
U.S. tie 18.5 17.0 bey 18.3 
YUGOSLAVIA 1.8 garg) 1:..6 L268 a0 
ZAIRE Gay 2.7 6.0 5.4 Died 
ZAMBIA Dee 9.0 Bie Siz eo 


Source: Derived from: American Bureau of Metal Statistics, 
Non-Ferrous Metal Data 1979. (New York: ABMS, 1980), p.9 
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APPENDIX B 
Summary of Six 


Country Risk Indices 


ose LSS 


SUMMARY 


COUNTRY RISK RATINGS 


COUNTRY JAPANESE? EUROMONEY 
COUNTRY 1980 
RANKINGS RANKINGS 
AUSTRALIA ) 5 / 
BRAZIL 26 47 
CANADA 3 33 
CHILE on 41 
COLOMBIA 39 40 
DOMINICAN REPUBLIC Bot ey 60 
CHANA 60 fone 
INDIA 50 3 
INDONESIA me) 24 
JAPAN rts me 
LIBERIA aypl aa 
MEXICO 25 34 
MOROCCO 55 a2 
PAPUA-NEW GUINEA — Eile 
PERU ie 64 
PHILIPPINES 22 45 
RHODESIA (ZIMBABWE) he as 
SOUTH AFRICA 32 POA: 
SWEDEN 8 4 
U.S.A. ak me 
WEST GERMANY 2 -— 
ZAIRE 69 -= 


ZAMBIA = =< 


COUNTRY 


AUSTRALIA 

BRAZIL 

CANADA 

CHILE 

COLOMBIA 
DOMINICAN REPUBLIC 
GHANA 

INDIA 

INDONESIA 

JAPAN 

LIBERIA 

MEXICO 

MOROCCO 
PAPUA-NEW GUINEA 
PERU 

PHILIPPINES 
RHODESIA (ZIMBABWE) 
SOUTH AFRICA 
SWEDEN 

U.S.A. 

WEST GERMANY 
ZAIRE 


ZAMBIA 


INSTITUTIONAL? 
INVESTOR 1979 


RANKINGS 
10 
33 
5 
50 


40. 


She) 


14 


22 


86 


SeteteoG 


INSTITUTIONAL 
INVESTOR 1980 


RANKINGS 
9 
43 
5 
ae 


37 


32 


ahs) 


96 


87 


4 


COUNTRY 


AUSTRALIA 

BRAZIL 

CANADA 

CHILE 

COLOMBIA 
DOMINICAN REPUBLIC 
GHANA 

INDIA 

INDONESIA 

JAPAN 

LIBERIA 

MEXICO 

MOROCCO 
PAPUA-NEW GUINEA 
PERU 

PHILIPPINES 
RHODESIA (ZIMBABWE) 
SOUTH AFRICA 
SWEDEN 

U.S.A 

WEST GERMANY 
ZAIRE 

ZAMBIA 


2) 


WORLD POLITICAL 
RISK RANKINGS 


LOW 
MEDIUM 
LOW 


MEDIUM 


HIGH 
HIGH 


MEDIUM 


BERI° 


RANKINGS 


a 
20 
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Reported in Engineering News Record, Vol 203 ,“AUGUSt@2 7m lo7 oP 


DP pelvis ¥ 
This rating involved a survey of 100 Japanese firms which 


have operated outside the country. A scale of 0 (worst) 
to 10 (best) was used to develop these rankings. 


Source: Euromoney, February 1980, pp. 40-48. 

This ranking analyses the credit rating of 75 countries in 
terms of the syndicated loan market. Each country's loans 
were weighted by volume, spread and maturity. The precise 
formula used is: 


Average weighted spread% - E volume x spread x maturity 


E volume x maturity 


Number of loans used includes the actual number of floating 
rate US dollar and Deutschemark loans used in the average 

weighted spread calculation. Loans with two or more tranches 
have been counted as two or more loans. 


Average maturity refers to the sum of years divided by the 
total number of loans. Only loans included in the average 
weighted spread analysis have been taken into account. 


Total number and total amount (public) refers to all loans 


in whatever currency signed in 1979 in $US million equi- 
valent arranged for Governments public utilities, central 
banks, state owned banks, municipalities and any other 
borrower which carries a state guarantee. 


Source: Institutional Investor, Vol.13, September 1979, 
pp. 243-246. 


This evaluation of country creditworthiness was undertaken 
bYoInstitutional Investor, It involved a SUEVEY OL oOnOr 
the world's leading international banks and interviews with 
an additional 40 international banks. 


Source: Institutional Investor, Vol. 14, March LIS Oops 
63-65. 


Source: The National Underwriter, Vol. 84, February 22, 
LIS O paps. 55's 


This ranking is done by Frost and Sullivan, a market research 
firm. A high risk rank is defined as a 45% or greater pro= 
bability of a major alteration in government personnel would 
occur. A low risk is defined as a probability of less than 
15% of such a change occuring. A medium risk assigns a 
probability of 15-453. 

Frost and Sullivan's forecast includes both an 18 month and 
a 5 year time perspective. 


eee ASD: 


Source: A.H. Parbo, "Dresidential Address — 50th Anzaas 
Congress", 14 May, 1980; p.. 9x 


The BERI index is published by the BERI Institute in Delaware 
U.S.A. A Delphi methodology is used involving about 100 
experts and 15 criteria as a basis for judgement. 


In this case, Mr. Parbo only reported the first 23 countries. 
Countries ranked lower than this were not specified and it 
is, therefore, impossible to reflect the more extensive light 
of countries in the actual BERTI Report. 
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APPENDIX C 


Summary 


Sas UL 
SUMMARY 

Mineral production statistics from L975) towels 6 LOL copper; 
gold, iron ore, lead, nickel, platinum, silver and Zinc 
provide a basis from which to identify countries which are 
likely to be searching for mining investment. Communist 
states and New Caledonia are excluded from the analysis for 
a variety of reasons. This means that the following twenty- 
two countries are subjected to analysis: 
Australia, Brazil, Chile, Colombia, Dominican Republic, 
India, Indonesia, Japan, Liberia, Mexico, Morocco, Papua- 
New Guinea, Peru, Philippines, Rhodesia-Zimbabwe, South 
Africa, Sweden, U.S.A., West Germany, Zaire and Zambia. 
Our review indicates that four countries - Chidie, Australia, 
U.S.A. and Sweden - are likely to be strong competitors of 


Canadian efforts to attract investment. Mexico may also be 


able to use its oil resources to attract investment in mineral 


development projects. 

Canadian mineral production statistics indicate that, with 
the exception of platinum, Ontario's share of total Canadian 
production has been declining in recent years. 

Our examination of provincial mining taxation indicates that 
Ontario's mining taxes are higher than those of Manitoba, 
Quebec and British Columbia. 

The report also demonstrates that when federal income taxes, 
provincial income taxes and provincial mining taxes are 
combined, only British Columbia has higher total taxation 


rates than Ontario. 


oo. 142 


The report suggests that Ontario might attract more mining 
investment if it were to alter its mining taxation rates. 
The report concludes by noting that Ontario should continue 
to be an attractive place in which to invest for the next 


few years. 
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